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INDEPENDENT AUDITOR’'S REPORT

To the Members of the
Spirit Lake Community Fire Department:

We have audited the accompanying financial statement of the Spirit Lake Community
Fire Department as of and for the year ended June 30, 2005. This financial statement
is the responsibility of the Department's management. Our responsibility is to express
an opinion on the financial statement based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards
and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards
and provisions require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statement is free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as

evaluating the overall financial statement presentation. We believe our audit provides a
reasonable basis for our opinion.

As described in Note 1, the financial statement is prepared on the basis of cash
receipts and disbursements, which is a comprehensive basis of accounting other than
U.S. generally accepted accounting principles.

In our opinion, the financial statement referred to above presents fairly, in all material
respects, the cash basis financial position of the Spirit Lake Community Fire
Department as of June 30, 2005, and the changes in cash basis financial position for
the year then ended in conformity with the basis of accounting described in Note 1.

In accordance with Government Auditing Standards, we have also issued our report
dated February 21, 2007 on our consideration of the Spirit Lake Community Fire
Department’s internal control over financial reporting and our tests of its compliance
with certain provisions of laws, regulations, contracts and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal
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control over financial reporting and compliance and the results of that testing and not to
provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit.

Management's Discussion and Analysis on pages 7 through 9 is not a required part of
the financial statement, but is supplementary information required by the Governmental
Accounting Standards Board. We have applied certain limited procedures, which
consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. We did not
audit the information and express no opinion on it.

Brirdmam B Reed, CPA's

BRINKMAN & REED, CPA’s

February 21, 2007



MANAGEMENT'S DISCUSSION AND ANALYSIS

The Spirit Lake Community Fire Department provides this Management's
Discussion and Analysis of its financial statement. This narrative overview and
analysis of the financial activities of the Spirit Lake Community Fire Department
is for the fiscal year ended June 30, 2005. We encourage readers to consider
this information in conjunction with the Department's financial statement, which
follows.

Because the Department is implementing new reporting standards for this
fiscal year with significant changes in content and structure, much of the
information is not easily comparable to prior years. However, in future years,
comparisons will be more meaningful and will go further in explaining the

Department's financial position and results of operations.



2005 FINANCIAL HIGHLIGHTS

e The Department's operating receipts were $189,499 in fiscal year
2005.

e The Department's operating disbursements were $102,256 in fiscal

year 2005.

* The Department's non-operating disbursements were $187,324 in

fiscal year 2005.

e The Department’s net assets were $97,462 at June 30, 2005.

USING THIS ANNUAL REPORT

The Department has elected to present its financial statement on the cash
basis of accounting. The cash basis of accounting is a basis of accounting other
than U.S. generally accepted accounting principles. Basis of accounting refers
to when financial events are recorded, such as the timing for recognizing
revenues, expenses and the related assets and liabilities. Under the
Department's cash basis of accounting, revenues and expenses and the related
assets and liabilities are recorded when they result from cash transactions.

As a result of the use of the cash basis of accounting, certain assets and
their related revenues and liabilities and their related expenses are not recorded
in the financial statement. Therefore, when reviewing the financial information
and discussion within this annual report, readers should keep in mind the

limitations resulting from the use of the cash basis of accounting.



The annual report is presented in a format consistent with the
presentation of Governmental Accounting Standards Board (GASB) Statement
No. 34, as applicable to the Agency's cash basis of accounting.

This discussion and analysis are intended to serve as an introduction to
the Spirit Lake Community Fire Department’s financial statement and other
information as follows:

* Management's Discussion and Analysis introduces the financial

statement and provides an analytical overview of the
Department's financial activities.

e The Statement of Cash Receipts, Disbursements and Changes in
Cash Basis Net Assets presents information on the Department's
operating receipts and disbursements, non-operating receipts and
disbursements and whether the Department's cash basis financial
position has improved or deteriorated as a result of the year's
activities.

e The Notes to Financial Statement provide additional information

essential to a full understanding of the data provided in the

financial statement.



FINANCIAL ANALYSIS OF THE AGENCY
Statement of Cash Receipts, Disbursements and Changes in Cash Basis Net
Assets

The purpose of the statement is to present the receipts received by the
Department and the disbursements paid by the Department, both operating and
non-operating. The statement also presents a fiscal snapshot of the
Department's cash balance at year end. Over time, readers of the financial
statement are able to determine the Department's cash basis financial position
by analyzing the increase and decrease in cash basis net assets.

Operating receipts are received for services provided by the Spirit Lake
Community Fire Department. The Spirit Lake Community Fire Department
provides fire protection and medical emergency services to the citizens of the
member cities of Spirit Lake and Orleans and the member townships of
Lakeville, Diamond Lake, Spirit Lake and Center Grove. The Department also
provides services to Minneota Township. Operating disbursements are
disbursements paid to operate the Spirit Lake Community Fire Department.
Non-operating receipts are for interest on accounts, loan proceeds and
miscellaneous receipts. Non-operating disbursements are for purchases of

equipment.
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A summary of cash receipts, disbursements and changes in cash basis
net assets for the year ended June 30, 2005 is presented below.

Operating receipts:

Township contributions $ 96,395
City contributions 81,879
Refunds and reimbursements 4,286
Donations 6,939
Total operating receipts 189,499

Operating disbursements:
Administration expenses 66,604
Vehicle operations 4,262
Telephone 1,441
Utilities 7,714
Repairs and supplies 6,670
Buildings and grounds 2,795
Part-time fire fighters 7,486
First Responders 5,284
Total operating disbursements 102,256
Excess of operating receipts over operating disbursements 87,243

Non-operating receipts (disbursements):

Interest on investments 133
Miscellaneous receipts 2,320

Loan proceeds 365,000
Equipment purchases (654.777)

Total non-operating receipts (disbursements) (187.324)

Change in cash basis net assets (100,081)
Cash basis net assets beginning of year 197,543
Cash basis net assets end of year $ 97,462

Cash Basis Net Assets
Unrestricted $ 97.462
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DEBT ADMINISTRATION

The Department has a note payable for equipment purchased on October
25, 2004. The balance outstanding was $365,000 On June 30, 2005. This note
is payable in equal yearly installments of $54,217 through the year ending June
30, 2013. The note interest rate is 4.0%.

The Department received a 0% loan in the amount of $148,500 from the
Fire Fighting Revolving Fund in March 2006. The loan is payable in ten years.
The funds were used to pay down the Department's interest bearing bank loan in

the effort of reducing future interest costs.

ECONOMIC FACTORS
The Spirit Lake Community Fire Department financial position decreased
slightly during the current fiscal year due to large purchases of equipment.
However, the current condition of the economy in the state continues to be a
concern for the Department officials. Some of the realities that may potentially
become challenges for the Department to meet are:
» Facilities require constant maintenance and upkeep and vehicles
are aging and need to be replaced.
» New training standards will increase the cost of training for the
Department.
The Department anticipates the current fiscal year will be much like the
last and will maintain a close watch over resources to maintain the Department's

ability to react to unknown issues.
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CONTACTING THE DEPARTMENT'S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers,
customers and creditors with a general overview of the Department's finances
and to show the Department's accountability for the money it receives. If you
have questions about this report or need additional financial information, contact
Edward McClurg, Secretary/Treasurer of the Spirit Lake Community Fire

Department, P.O. Box 384, Spirit Lake, IA 51360.
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Financial Statement
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Spirit Lake Community Fire Department Exhibit A
Statement of Cash Receipts, Disbursements and
Changes in Cash Basis Net Assets
As of and for the year ended June 30, 2005

Operating receipts:

Township contributions $ 96,395
City contributions 81,879
Refunds and reimbursements 4,286
Donations 6,939
Total operating receipts 189,499
Operating disbursements:
Administration expenses 66,604
Vehicle operations 4,262
Telephone 1,441
Utilities 7,714
Repairs and supplies 6,670
Building and grounds 2,795
Part-time firefighters 7,486
First responders 5,284
Total operating disbursements 102,256
Excess of operating receipts over operating disbursements 87,243

Non-operating receipts(disbursements):

Interest on investments 133
Miscellaneous receipts 2,320
Loan proceeds 365,000
Equipment purchases (554,777)
Total non-operating receipts(disbursements) (187,324)
Change in cash basis net assets (100,081)
Cash basis net assets beginning of year 197,543
Cash basis net assets end of year $ 97,462

Cash Basis Net Assets
Unrestricted $ 97,462

See notes to financial statement. -15-



Spirit Lake Community Fire Department
Notes to Financial Statement
June 30, 2005

(1) Summary of Significant Accounting Policies

The Spirit Lake Community Fire Department was formed in 1985 pursuant to the
provisions of Chapter 28E of the Code of lowa. The purpose of Spirit Lake Community
Fire Department is for fire protection and aid and assistance for other emergencies or
disasters relating to life or property to the units of government which are members of
the Department.

The governing body of the Department is composed of three representatives from the
four member townships and three representatives from the two member cities. The
Department members are Lakeville, Diamond Lake, Spirit Lake and Center Grove
Townships of Dickinson County and the Cities of Spirit Lake and Orleans.

A

Reporting Entity

For financial reporting purposes, the Spirit Lake Community Fire Department

has included all funds, organizations, agencies, boards, commissions and
authorities. The Department has also considered all potential component units for
which it is financially accountable and other organizations for which the nature and
significance of their relationship with the Department are such that exclusion would
cause the Department’s financial statement to be misleading or incomplete. The
Governmental Accounting Standards Board has set forth criteria to be considered
in determining financial accountability. These criteria include appointing a voting
majority of an organization’s governing body and (1) the ability of the Department
to impose its will on that organization or (2) the potential for the organization to
provide specific benefits to or impose specific financial burdens on the
Department. The Department has no component units which meet the
Governmental Accounting Standards Board criteria.

Basis of Presentation

The accounts of the Department are organized as an Enterprise Fund. Enterprise
Funds are utilized to finance and account for the acquisition, operation and
maintenance of governmental facilities and services supported by user charges.

Enterprise Funds distinguish operating receipts and disbursements from non-
operating items. Operating receipts and disbursements generally result from
providing services and producing and delivering goods in connection with an
Enterprise Fund’s principal ongoing operations. All receipts and disbursements
not meeting this definition are reported as non-operating receipts and
disbursements.
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Spirit Lake Community Fire Department
Notes to Financial Statement - Continued
June 30, 2005

(1) Summary of Significant Accounting Policies - Continued

C. Basis of Accounting

The Spirit Lake Community Fire Department maintains its financial records on the
basis of cash receipts and disbursements and the financial statement of the
Department are prepared on that basis. The cash basis of accounting does not
give effect to accounts receivable, accounts payable and accrued items.
Accordingly, the financial statement does not present the financial position and
results of operations of the Department in accordance with U.S. generally
accepted accounting principles.

(2) Cash and Investments

The Department’s deposits in banks at June 30, 2005 were entirely covered by federal
depository insurance or by the State Sinking Fund in accordance with Chapter 12C of
the Code of lowa. This chapter provides for additional assessments against the
depositories to insure there will be no loss of public funds.

The Department is authorized by statute to invest public funds in obligations of

the United States government, its agencies and instrumentalities; certificates

of deposit or other evidences of deposit at federally insured depository

institutions approved by the Department; prime eligible bankers acceptances;

certain high rated commercial paper; perfected repurchase agreements; certain
registered open-end management investment companies; certain joint investment
trusts; and warrants or improvement certificates of a drainage district. The Department
has not formally adopted an investment policy.

The Department had no investments meeting the disclosure requirements of
Governmental Accounting Standards Board Statement No. 3, as amended by
Statement No. 40.

(3) Related Party Transactions

The Department had business transactions totaling $5,117 between the Department
and Department personnel during the year ended June 30, 2005.
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Spirit Lake Community Fire Department
Notes to Financial Statement - Continued
June 30, 2005

(4) Risk Management

(5)

(6)

The Spirit Lake Community Fire Department is exposed to various risks of loss related
to torts; theft, damage to and destruction of assets; errors and omissions; injuries to
employees; and natural disasters. These risks are covered by the purchase of
commercial insurance. The Commission assumes liability for any deductibles and
claims in excess of coverage limitation. Settled claims from these risks have not
exceeded commercial insurance coverage in any of the past three fiscal years.

Note Payable
The Department has a note payable is for equipment purchased on October 25, 2004.

The balance outstanding was $365,000 at June 30, 2005. This note is payable in

equal yearly installments of $54,217 through the year ending June 30, 2013. The note
interest rate is 4.0%.

Subsequent Events

The Department received a 0% loan in the amount of $148,500 from the Fire Fighting
Revolving Fund in March 2006. The loan is payable in ten years. The funds were

used to pay down the Department’s interest bearing bank loan in the effort of reducing
future interest costs.

-18 -



(Brinkman &
q,{qed, CPA's

103 South Sixth Street  Estherville, lowa 51334 712-362-5891 Phone  712-362-7172 Fax

Independent Auditor's Report on Internal Control
over Financial Reporting and on Compliance and Other Matters
Based on an Audit of a Financial Statement Performed in Accordance with
Government Auditing Standards

To the Members of the
Spirit Lake Community Fire Department:

We have audited the accompanying financial statement of the Spirit Lake Community
Fire Department as of and for the year ended June 30, 2005, and have issued our
report thereon dated February 21, 2007. Our report expressed an unqualified opinion
on the financial statement which was prepared in conformity with an other
comprehensive basis of accounting. We conducted our audit in accordance with U.S.
generally accepted auditing standards and the standards applicable to financial audits

contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Spirit Lake Community Fire
Department’s internal control over financial reporting in order to determine our auditing
procedures for the purpose of expressing our opinion on the financial statement and not
to provide an opinion on the internal control over financial reporting. However, we noted
certain matters involving the internal control over financial reporting and its operation
that we consider to be reportable conditions. Reportable conditions involve matters
coming to our attention relating to significant deficiencies in the design or operation of
the internal control over financial reporting that, in our judgment, could adversely affect
the Spirit Lake Community Fire Department'’s ability to record, process, summarize and
report financial data consistent with the assertions of management in the financial
statement. Reportable conditions are described in the accompanying Schedule of
Findings.

A material weakness is a reportable condition in which the design or operation of one or
more of the internal control components does not reduce to a relatively low level the risk
that misstatements caused by error or fraud in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within
a timely period by employees in the normal course of performing their assigned
functions. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control that might be reportable conditions
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and, accordingly, would not necessarily disclose all reportable conditions that are also
considered to be material weaknesses. However, of the reportable conditions
described above, we believe item 1I-A-05 is a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Spirit Lake Community
Fire Department’s financial statement is free of material misstatement, we performed
tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements, non-compliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we
do not express such an opinion. The resuits of our tests disclosed no instances of non-
compliance or other matters required to be reported under Government Auditing
Standards. However, we noted certain immaterial instances of non-compliance or other
matters that are described in the accompanying Schedule of Findings.

Comments involving statutory and other legal matters about the Department's
operations for the year ended June 30, 2005 are based exclusively on knowledge
obtained from procedures performed during our audit of the financial statement of the
Department. Since our audit was based on tests and samples, not all transactions that
might have had an impact on the comments were necessarily audited. The comments
involving statutory and other legal matters are not intended to constitute legal
interpretations of those statutes.

We noted certain matters that we reported to management of the Spirit Lake
Community Fire Department in a separate letter dated February 21, 2007.

This report, a public record by law, is intended solely for the information and use of the
members and customers of the Spirit Lake Community Fire Department and other
parties to whom the Department may report. This report is not intended to be and
should not be used by anyone other than these specific parties.

We would like to acknowledge the many courtesies and assistance extended to us by
the personnel of the Spirit Lake Community Fire Department during the course of our

audit. Should you have any questions concerning any of the above matters, we shall be
pleased to discuss them with you at your convenience.

Brindiman iy Reed, CPAS
BRINKMAN & REED, CPA’S
February 21, 2007
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Spirit Lake Community Fire Department
Schedule of Findings
Year ended June 30, 2005

Part I: Summary of the Independent Auditor's Results

a) An unqualified opinion was issued on the financial statement which was prepared
on the basis of cash receipts and disbursements, which is a comprehensive basis
of accounting other than U.S. generally accepted accounting principles.

b) A reportable condition in internal control over financial reporting was disclosed by
the audit of the financial statements, including a material weakness.

¢) The audit did not disclose any non-compliance which is material to the financial
statements.
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Spirit Lake Community Fire Department
Schedule of Findings — Continued
Year Ended June 30, 2005

Part 1I: Findings Related to the Financial Statements:

INSTANCES OF NON-COMPLIANCE:

No matters were noted.

REPORTABLE CONDITIONS:
lI-A-05  Segregation of Duties — One important aspect of internal control is

the segregation of duties among employees to prevent an individual
employee from handling duties which are incompatible. We noted
that one person has primary control over receipt collection, posting,
deposit preparation, cash disbursements and reconciling.

Recommendation — We realize that with a limited number of office
employees, segregation of duties is difficult. However, the
Department should review its control procedures to obtain the
maximum internal control possible under the circumstances.

Response — The Department will make every effort to comply.

Conclusion — Response accepted.

Part Ill: Other Findings Related to Statutory Reporting:

II-A-05

I11-B-05

I11-C-05

Official Depositories — A resolution naming official depositories has
not been approved by the Department.

Recommendation — A resolution in amounts sufficient to cover
anticipated balances at all approved depositories should be adopted

by the Department.

Response — We will consider this.

Conclusion — Response accepted.

Questionable Disbursements — No disbursements that may not meet
the requirements of public purpose as defined in an Attorney

General’s opinion dated April 25, 1979 were noted.

Travel Expense — No disbursements of Department money for travel

expenses of spouses of Department officials or employees were
noted.

-22-



Spirit Lake Community Fire Department
Schedule of Findings — Continued
Year Ended June 30, 2005

Part lll: Other Findings Related to Statutory Reporting (Continued):

llI-D-05 Business Transactions — Business transactions between the

I1I-E-05

[1I-F-05

Department and related parties are detailed as follows:

Name, Title, and Transaction

Business Connection Description Amount

Jason Moritz, Volunteer Contract work $1,480
Fire Fighter

Daly Electric, Owned by Repairs 579
Pat Daly, Volunteer
Fire Fighter

Kleen Construction, Snow removal 595

Owned by Rick Kleen,
Volunteer Fire Fighter

Jennings Tow & Repair, Vehicle maintenance 2,463
Owned by Joe Jennings,
Volunteer Fire Fighter

In accordance with Chapter 362.5(8) of the Code of lowa, the

transactions do not appear to represent conflicts of interest since
they are with volunteer fire fighters.

Department Minutes — It was noted that payments for federal payroll
tax deposits had not been approved for payment by the Department.

Recommendation — All disbursements should be approved by the
Department.

Response — The Department will make every effort to comply.
Conclusion — Response accepted.
Deposit and Investments — Except as noted in item I11-A-05 above,

no instances of non-compliance with the deposit and investment
provisions of Chapter 12B and 12C of the Code of lowa was noted.
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